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Foreword

Financial Accounting for Local and State School Systems, 1990, replaces
the 1980 printing. This publication contains only minor changes and
clarificationsto the 1980 edition, in order to reflect changes that have taken
place in Generally Accepted Accounting Principles (GAAP), and to resolve
debates regarding the definition of current expenditures and the
classification of supplies and equipment. No major changes in the account
classification system have been made, and significant changes in the
handbook will not be undertaken until the outcome of several exposure
drafts from the Government Accounting Standards Board (GASB) is
decided.

Updates to this document were prepared with the cooperation and
guidance of anational review committee. The committee consisted of 16
members representing the Association of School Business Officials
(ASBO), the Government Finance Officers Association (GFOA), the
American Association of School Administrators (AASA), the American
Institute of Certified Public Accountants (AICPA), the American
Education Finance Association (AEFA), the National School Board
Association (NSBA), the Council of Chief State School Officers (CCSSO),
the National Education Association (NEA), the American Federation of
Teachers (AFT), and selected State and local chief school finance officers.

Financial Accounting for State and Local School Systems, 1990, has been
designed as a national standard for State Departments of Education to use in
reporting financial data and for school districts to use in preparing their
comprehensive annual financial reports (CAFRs) that are submitted to their
respective State departments of Education. The purpose of the handbook is to
ensurethat education fisca data can be reported in a comprehensive and uniform
manner. Throughout the discussion of revisions, the emphasis was to ensure that
the handbook conformed to generally accepted accounting principles (GAAP) as
they are stated by the Government Finance Officers' Association (GFOA) in its
1980 publication, Governmental Accounting, Auditing, and Financial
Reporting.

The members of the national review committee are to be especially commended
for the many long hours spent in reviewing and criticizing the several drafts as
they were devel oped. Further acknowledgment of the persons and organizations
who have contributed to the revision of the handbook can be found on the reverse
side of this page.

William J. Fowler, Jr., Ed.D.
OERI Senior Associate

July 1990



The Modification of Handbook 2R2

A task force was convened by NCES to review the current federal
accounting manual, Financial Accounting for Local and State School
Systems, (NCES, 1980) [commonly referred to as Handbook 2R2], and
to recommend updates prior to NCES undertaking a reprinting of the
widely used accounting handbook. The 2R2 task force was composed
of:

David R. Bean, CPA, Director of the Technical Services Center of
GFOA, and the co-author of the 1988 Governmental Accounting,
Auditing and Financial Reporting (GAAFR), Government Finance
Officers Association (GFOA)

Don Toft, Accountant, and Bernie Gatti, Accounting Consultant,
Association of Business Officials (ASBO)

Raymond McDonald, Comptroller, American Association of School
Administrators

Stewart Graff, Representative of the American Institute of Certified
Public Accountants

Billy D. Walker, Representative from the American Education Finance
Association, Director, Texas Center for Educational Research

Eve Shepard, National School Boards Association
Larry McDonald, Governments Division, U.S. Bureau of the Census
James Bliss, former Director if School Finance, Missouri Department of

Education, now Assistant Superintendent of Finance, Grandview School
District, Grandview, Missouri

Rolland A. Bowers, Associate Superintendent for Financial Services, Tulsa
Public Schools

Roger Sunby, Assistant Superintendent, Division for School Financial
Resources and M anagement Services, Wisconsin Department of Education

Kenneth Smith, former Manager, Data Systems, Illinois State Board of
Education, now retired

David A. Larisey, Director Fiscal Services Division, Georgia Department of
Education

John Hess, Assistant Superintendent for Finance, Fairfax County Public
Schools

Jeanine Blomberg, Financial Program Director,
Florida Department of Education

Dudley Brewton, Administrator, Financial M anagement Section,
Florida Department of Education

Paul H. Ettinger, Auditor, Michigan Department of Education

Howard Nelson, Assistant Director of Research,
American Federation of Teachers

Will Myers, Director of Research, National Education Association

Barbara Clements, Director, Educational Data | mprovement Project, Council
of Chief State School Officers

William J. Fowler, Jr., OERI Senior Associate, National Center for Education
Statistics
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Chapter 1

I ntroduction

The Purpose of Financial
Accounting

The primary purpose of Financial Accounting isto reflect the
changes that have occurred since 1973 in governmental accounting
and education finance. Hand- book Il was designed to serve as a
vehicle for program cost accounting at the local and intermediate
levels. This need still exists, but additional needs have appeared.
Financial Accounting addresses those needs.

NCES'sRolein Developing
Education Data Systems

NCES has aresponsibility to provide and interpret comprehensive
statistics about the condition of education in the United States. In
addition, it has congressional mandates calling for conducting and
publishing specialized analyses and for providing assistance to States
an in improving their statistical activities.

To fulfill its role, NCES sponsors a number of programs, ranging
from regular data collection to the development of materials and
techniques that facilitate the compilation and comparison of
statistical information. One of these programs is the development and
periodic revision of manuals of standardized terminology. Financial
Accounting is one of several publications sponsored by NCESin a
coordinated attempt to produce comprehensive and compatible sets
of standardized terminology for use in education management and
reporting.

Adoption of the guidelinesin Financial Accounting is not
required by Federal law. NCES does not mandate their use at either
the State, intermediate, or local level. However, NCES does
encourage State and local school systems to use these guidelinesin
their planning of new recording and reporting systems. State and
local school system administrators realize the value of having well-
organized, standard items of comparable data at their disposal for
management and reporting purposes. As aresult, many of the
Nation's school systems use the guidelines in Handbook 11, and
many Federal and State reports use its terms and definitions.

Criteriafor Items of
| nformation

The following basic criteria were used in selecting items and
classifications for inclusion in this publication:

1. Theitems, accounts, and categories of information
should provide the basic framework fundamental to a
comprehensive financial management system;

2. Theguidelines should serve all sizes and types of
LEA's;

3. The categories of accounts should be both contractible
and expandable, enabling all LEA's to adapt them to
support various financial management information
systems;

4. Dataelements should be additive into needed categories
for purposes of reporting and comparing at the local,
State and Federal levels;

5. Theguidelines should conform to generally accepted
governmental accounting principles;

6. The guidelines should include the categories necessary
to provide full disclosure of financial information;

7.  The categoriesincluded should provide an adequate
audit trail.

Conformance With Generally
Accepted Accounting Principles

A primary emphasis of this publication is to define account
classifications that provide meaningful financial management
information to its users. As part of this emphasis, Financial
Accounting is written to conform to generally accepted
accounting principles (GAAP),* a uniform minimum standard of
and guidelines for financial accounting and reporting. For LEA'S,
adherence to GAAP implies that their financial reports contain the
same types of financial statements for the same categories and
types of funds and account groups. Such conformity will enhance
the comparability of LEA financial reporting.

! Asset forth in the National Council on Governmental
Accounting's Governmental Accounting and Financial
Reporting Principles Statement 1, published by the Municipal
Finance Officers Association, Chicago, Illinois, March 1979.



The twelve principles applicable to LEA's are summarized below:

1.  Accounting reporting capabilities. An LEA's accounting
system must be capable of producing financial reportsin
conformity both with GAAP and with legal requirements if
the two are different;

2. | Fund accounting system] The LEA accounting system
must be organized and operated on afund basis;

3. Types of funds. Only seven types of funds should be used
by LEA's. These funds are listed on page 17 and further
described on pages 77 and 78;

4.  Number of funds. An LEA should establish and maintain
the least number of funds possible;

5. Accounting for fixed assets and long-term liabilities.
Fixed assets and long-term liabilities not related to specific
proprietary funds or trust funds should be accounted for in
the general fixed assets and general long-term debt account
groups, respectively;

6. Valuation of fixed assets. LEA fixed assets should be
recorded at cost or estimated cost. Donated fixed assets are
recorded at fair market value;

7. Depreciation of fixed assets. Depreciation should not be
recorded in the accounts of the governmental funds. If
depreciation in governmental fundsis required for cost
accounting purposes it may be recorded in the general
fixed assets account group. Depreciation of proprietary
fund fixed assets should be recorded in the accounts of that
fund;

8. |Accrual basisin governmental accounting] The accrual
basis of accounting should be used for proprietary funds,
non-expendable trust funds and pension trust funds. The
modified accrual basis of accounting should be used for
governmental funds and expendable trust funds;

9. Budgeting, budgetary control, and budgetary reporting.
Every LEA should adopt annual] operating budgets and
certain of those budgets should be reported in the financial
statements;

10. Revenue expenditure, transfer, and expense account
classifications. An LEA should provide for the classification
of revenues, expenditures, and expenses into certain specific
categories. Interfund transfers and the proceeds from general
long-term debt should be classified separately from revenues
and expenditures or expenses;

11. Common terminology and classifications. An LEA
should consigtently utilize terminology and classifications
common to the funds maintained;

12. Interimand annual financial reports. A comprehensive
annual financial report should be issued by every LEA.
Interim financial statements should be prepared to
facilitate management control of financial operations.
These may be made available externally.

In keeping with GAAP, NCES and the national review committee
have based this publication's content and format on double entry and
the accrual or modified-accrual basis of accounting. However.
because of existing State laws or individual preference some State
Education Agencies (SEA's) will continue to expect LEA's to
maintain their accounting records on a cash basis, on a single-entry
system, or both. To accommodate those SEA's and LEA's which are
not ready to adopt the recommended accounting practices, appendix
C identifies the additional receipt and disbursement classifications
needed to operate on a single-entry set of records and to provide the
balance sheet accounts most frequently used in a cash-basis/
double-entry system.

Legal provisions may conflict with GAAP. Statement 1 of
GAFR says:

"Where financial statements prepared in conformity with
GAAP do not demongtrate finance-related legal and contractual
compliance the governmental unit should present such
additional schedules and narrative ex-planations in the
comprehensive annual financial report as may be necessary to
report itslega compliance responsibilities and accountabilities.
In extreme cases preparation of a separate legal-basis special
report may be necessary. . . .

"Conflicts between legal provisions and GAAP do not
require maintaining two accounting systems. Rather, the
accounting system may be maintained on a legal compliance
basis, but should include sufficient additional records to permit
GAAP-based reporting."?

Basis of Accounting

The "basis of accounting," refers to the point in time when
revenues, expenditures or expenses (as appropriate) and the related
assets and liabilities are

Z1bid., p. 5



recognized in the accounts and reported in the financial statements. In
other words the "basis of accounting” determines the timing with which
the accounting system recognizes transactions.

Cash-Basis Accounting

Cash-basis accounting recognizes transactions when cash is received
or disbursed. In the most common version of a cash-basis accounting
system the financia condition of the LEA is measured primarily by the
size of the system's cash balance. All other assets and liabilities are
recognized only to the extent they have arisen from prior cash
transactions. Notes and bonds payable and interfund loans receivable
and payable are, therefore, recognized, for example, but accounts re-
celvable and accounts payable are not. Cash-basis accounting provides
information about the LEA's financial operations only by reporting
changesin the system's cash balance, adjusted for changes in any other
assets or liabilities which have arisen through prior cash transactions.®

One of the greatest weaknesses of the cash basis of accounting is that
it does not recognize accounts receivable, accounts payable and other
accrued items. It therefore does not match resources used to resources
provided. Thissituation may falsely lead financial statement readers to
believe that the statements present the LEA's complete financial
position and results of operations. Using the cash basis, an LEA may
thusfall into a deficit position without being aware of itsreal financial
position. It is difficult to eliminate a current year deficit if the LEA is
not aware of the circumstances until the close of the fiscal year. With
cash-basis statements, then, the statement reader may not be able to
determine if an LEA isoperating beyond its means.

Accrual-Basis Accounting

The accrua basis of accounting is regarded as the superior method of
accounting for the economic resources of the LEA. This method allows
an LEA to determine its financial position and results of operations by
measuring economic resources and obligations. Changes in these factors
can also be measured as those changes occur, regardless of the timing
of the related cash flows.

GAFR recommends use of the accrual basis to the fullest extent
practicable. With minor differencesin

% Ibid., pp. 10-11.

wording, the Association of School Business Officials of the United
States and Canada (ASBO) agrees with this position. Between
proprietary funds (accrual) and governmental funds (modified
accrud), the accrual basisis applied differently. In proprietary funds,
revenues are recorded when they are earned and become measurable,
and expenses are recorded when the liability for them isincurred, if
measurable. The governmental fund revenues and expenditures
should be recorded on the modified-accrual basis. Revenues should
be recorded when they become available and measurable.
Expenditures should be recorded when incurred, if measurable.*
Some of the advantages of accrual-basis accounting include:

providing a comprehensive measurement of financial
position and results of operations;

providing accountability of individual assets within the
accounting system at the earliest appropriate date;

providing the potential for cost accounting analyses and
comparisons,

promoting comparability from period to period;

reducing management's ability to control cash flows in
such a way as to produce financial statements that will
seem to present financial position and results of
operationsin either a more optimistic or more pessimistic
context, depending upon management's particular pref-
erence at the end of any given fiscal year.
For those LEA's using the accrual basis of accounting the revenue
classifications, expenditure dimensions and balance sheet accounts
may be used asillustrated in chapter 3.

Single-Entry/Double-Entry Accounting

A single-entry accounting system is easily illustrated by the check
register in acheckbook. In that system, a single entry is recorded for
each cash receipt or cash disbursement. The cash account is
increased or decreased by each transaction. Single-entry accounting
systemsin LEA's operate in alike manner.

A double-entry accounting system requires that for every entry
made to the debit side of an account an entry for a corresponding
amount be made to the credit side of another account. Double-entry
accounting involves maintaining a balance between assets on the one
hand and liabilities, reserves, and fund equities on the other.

Some LEA's will maintain a partial double-entry system. For
example, an LEA might keep a running balance in the cash accounts
and in certain other assets

41bid., pp. 10-11.



and liabilities requiring immediate access, such as investments, taxes
receivable, and notes payable. In these instances, at |least two entries are
required to record a particular transaction, but these entries are not
always self-balancing. Many times, though, the LEA will maintain its
records on asingle-entry system, and at the end of the reporting period
convert the records to double entry to prepare a balance sheet.

The double-entry system has two advantages. First, the LEA can
prepare abalance sheet which reports the financial status of an LEA at
aparticular date. Secondly, the double-entry system provides a good set
of checks and balances in the accounting system.

| Compar ability|

Using the classifications and definitions in this handbook will enhance
comparability of recorded and reported financial information among
LEA's, the States and the Federal Government. Obviously, many steps
are needed for comparability in addition to adopting the accounts in this
publication. However, to achieve financial comparability, LEA's, SEA's
and the Federa agencies concerned with education must be prepared to
use the minimum-account classifications included here. This
comparability should provide assistance to LEA, State and Federal
administrators, legislators, LEA boards of education and the general
public in understanding where funds come from and how they are used.

Types of Education Agencies

Ways of using these guidelines by education agencies will vary at
local, State and Federal levels. To keep the references to the different
levels of education agencies simple and concise, Financial Accounting
uses the following terminology:

. Local Education Agency, or LEA, refers to an education
agency at the local level which exists primarily to operate
schools or to contract for educational services. Normally,
such publicly operated agencies may levy taxes for school
purposes. These agencies may or may not be coterminous
with county, city, or town boundaries. This term is used
synonymously with the terms "school district," "school
system," and "local basic administrative unit";

. Intermediate Education Agencies are units of government in

between local and State levels having independent
fund-raising capability.

. State Education Agency, or SEA, refers to State
departments of education or public instruction, State
boards of education, State education commissions, and
State education authorities;

. Federal Education Agency, or FEA, as used here refers
to any Federa agency or subdivision having
responsibilities or supporting or delivering education
services. It particularly refers to the U.S. Department of
Education and its various subdivisions.

Statements and concepts in this publication directed toward LEA's
also apply to the financial accounting needs of other agencies:
schools, educational programs and other education institutions
operated by SEA'sand FEA's and parochial schools, private schools,
regional education centers or cooperatives (such as area vocational
or specia education centers), adult/community/continuing
education agencies, and similar institutions.

The Value of Preparing State-Level
Accounting Manuals

The LEA is the organization most likely to use the account
classifications described here. However the SEA isthe most likely
direct user. Both derive direct benefits as acceptance and use of
these guidelines spreads among LEA's. The resulting increased
uniformity of accounting records in use at the local level will make
financial data assembled at the State and Federal levels more
comparable and meaningful.

In most States, because of State statutes and regulations these
guidelines cannot be adopted without certain changes. For this
reason, the SEA should prepare a State manual based upon the
guiddines, making whatever modifications are necessary because of
State statutes, regulations, and special reporting needs. Chapter 4
provides guidelines for preparing the State manual.

Financial Accounting and Its Supplement

While this publication includes a complete listing of classifications
and standard terminology, it is not all-inclusive. Specifically, it does
not provide:



. methods and procedures for recording financial data (such as
how to record entries in journals and ledgers);

. methods and procedures for reporting financial data (such as
the actual preparation of financial reports from the ledgers);

. methods and procedures for utilizing financial data (such as
budgeting and making decisions about the financial position
of the LEA).

Persons seeking guidance regarding methods and procedures for
recording, reporting and utilizing financial data should refer to Sam B.
Tidwell, Financial and Managerial Accounting for Elementary and
Secondary School Systems, Third Edition (1985), Association of School
Business Officials. Washington, D.C.

[ASBO Reston Avenue, Suite 411, Reston, Virginia 22090]




Chapter 2

Uses of the Account
Classification System

The purposes of this chapter are to: (1) describe the need for and
advantages of the account classification system contained in this
publication; (2) define the systems framework envisioned in the coding
structure; (3) clarify the multiple uses that can and should be made of
that coding structure; and (4) help the reader understand what may
appear to be an imposing system.

Usersof the LEA Financial
Reports

Educational accounting and financial reporting systems must satisfy
a number of objectives simultaneously. To quote GAAFR: ". . .
governmental accounting exists for the purpose of providing complete
and accurate financial information, in proper form and on a timely
basis, to the several groups of persons responsible for, and concerned
with, the operations of governmental units and agencies. . . " !

The groups most interested in the output of the financial reporting
system are: school administrators, school boards and other governing
units, Congress and State legislative bodies, creditors, and the general
public, including taxpayers. 2

School Administratorsand Other Employees

First and foremost the Financial Accounting account classification
system is used by school administrators. They must rely on financial
reports to evaluate past performance, to aid in day-to-day decision
making and to inform the general public.

!National Committee on Governmental Accounting, Governmental
Accounting, Auditing and Financial Reporting, published by
municipal Finance Officers Association, Chicago, lllinois, 1968, page
1.

2 Much of the substance of this section is adapted from Robert N.
Anthony, Financial Accounting in Non-Business Organizations, an
Exploratory Study of Conceptual Issues, under contract to the
Financial Accounting Standards Board, Stamford Conn., 1978.

Budgeting, an important managerial tool for the public school
administrator, relies upon correct and properly classified accounting
information. The expenditure dimensions used here offer the
administrator a variety of methods for budgeting and permit local
judgment about the most appropriate technique. Additionally, the
accounting system satisfies the administrator's obligation to ensure
compliance with the legal, regulatory and fiduciary responsibilities
of his position of public trust. This publication is designed to meet
these overlapping requirements.

School Boardsand Other Governing Units

School boards and other governing units have both a responsibility
and an intense interest in the operation of the school system. The
school board is responsible for establishing policies and for
overseeing and appraising the administrator as he or she carries out
these policies. The school board thus needs timely warning in case
situations develop that require corrective action. The board also
needs information as a basis for judging both the efficiency of the
administration and its effectivenessin complying with policies and
restrictions. Some of this information can be provided by general
purpose financial reports. Comparable information obtained about
other LEA's also is needed as a basis for comparison.

Congress and State L egislative
Bodies

The U.S. Congress and the State legislatures provide about half of
the resources for the operation of LEA's in the country today.
Accordingly, they need information on the schools' operations as a
basisfor deciding whether to commit additional resources, and how
much. Additionally, governance units need cumulative information
(in compatible format) about the operations of groups of LEA'sin
order to formulate funding policies. To this end, legislators are
interested in such matters as:

. the ways in which local, State and Federal programs
interact within specific operational areas;



. profiles of school finance structures as they relate to tax
resources,; and

. the impact (and cost) of programs resulting from specific
legislative initiatives.
Hence, characteristics of the accounting and reporting system of
interest to State and Federa legislators are comparability of data, ability
to achieve avariety of classifications, and timeliness in reporting.

Creditors and Potential Creditors

In governmental accounting, creditors are considered to include
bondholders and prospective bondholders, commercial banks, vendors,
and otherswho have extended credit, or who are considering extending
credit, to the LEA. Typically, they would be interested in the financial
position of the organization its operating performance and its likely
sources and uses of funds asindications of the probability that the bonds
or loans will be repaid in full and on time.

The General Public

With regard to the general public'sinterest, Anthony says: "In theory,
a governing body represents the interest of an organization's
constituents (taxpayers, members, the general public, etc.). In fact,
however, the constituents need to check on how well governing bodies
do represent their interests. In a general way, the interests of
constituents are similar to those of resource providers: they want to
know the nature of the organization's activities and how effectively and
efficiently it was managed. Constituents have a more personal interest
inthese matters, however. Taxpayers want to know about the services
furnished by the governmental unit. . . An American Accounting
Association committee states bluntly that an objective of financial
statements is “to provide information on which constituents can base a
decision to retain or replace incumbents." 3

The account classification system presented here is designed to enable
LEA's to produce the financial reports necessary to better meet all of
these potential uses.

What Isan Accounting System?

What is an accounting system? How does it go about serving the
diverse needs of itsusers? An accounting system is that combination of
people, equipment, forms, methods and procedures organized to record
financial activity and to display that activity in the financial reports. A
primary purpose of an accounting

31bid., p. 4.

system isto produce financial information organized in various ways
for various uses.

Financial Reports

The financial reports necessary in an LEA fall into two major
groupings: internal and external. Some examples of the internal
reports include:

. comparison of budgeted vs. actual revenues and
expenditures;

. cash flow projection;

. building operation and maintenance costs, by building;
and

. the expenditure accounts, showing activity during the last
reporting period.

External financial reports are produced by the LEA to satisfy the
needs of the various users who are not a part of the LEA. There are
a variety of types of external reports defined by the NCGA in
GAFR. This document lists the comprehensive annual financial
report, the external general purpose financia statements (see
appendix A), and the condensed summary financial data among the
externa reports. With regard to the first two types of reports, GAFR
says:

"The comprehensive annual financial report is the
governmental unit's official annual report and should also
contain introductory information schedules necessary to
demonstrate compliance with finance-related legal and
contractual provisions and statistical data .

"Governmental units may issue the general purpose financial
statements separately from the comprehensive annual financial
report. These may beissued for inclusion in official statements
for bond offerings and for widespread distribution to users
requiring less detailed information about the governmental
unit's finances than is contained in the comprehensive annual
financial report.

"The major differences between the general purpose financial
statements and the other statements in the comprehensive
annual financial report relate to the reporting entity focus and
the reporting on finance-related legal and contractual
provisions that differ from GAAP. The comprehensive annual
financial report includes (1) both individual fund and account
group data and aggregate data by fund types, together with
introductory supplementary and statistical information; and (2)
schedules essential to demonstrate compliance with
finance-related legal and contractual provisions. The general
purpose financial statements present only aggregate data by
fund type and account group together with notes to the
financial statements that are



essential to fair presentation, including disclosures of material

violations of finance-related legal and contractual provisions and

other important matters that are not apparent from the face of the
financial statements." 4

Other external reports generally are of a special purpose nature. They
may include such reports as:

¢ generd financial/statistical summaries for use by legislators;

« specific reports of certain revenues and expenditures by

program for use by the funding source(s); and

*  program cost report.
The Accounting System

The accounting system is the means by which financial data are
captured during actual operation of the LEA, recorded in the books of
account, and then analyzed to produce the various kinds of reports
needed. Financial transactions can be classified to facilitate their
accumulation in the categories needed on the required reports. The
guidelines here provide a classification structure (figure 1) which will
meet most of the accounting system's needs and will provide com-
parability of reported data when reports from different LEA's are
combined, compared, or both.

Basic Philosophy of Financial Accounting

Severd criteria are inherent in the design of the account classification
structure in this publication. Taken together they support the needs
expressed above. They are:

1. The chart of accounts encourages full disclosure of the
financial position of the LEA. Emphasis is placed on the
accurate classification of financial transactions. Expenditures
are recorded in the accounting categories applicable,
regardless of the implications of some of those decisions;

2. Comprehensiveness of financial reporting is encouraged.
The LEA should incorporate all financial activities into a
single accounting and reporting system for full disclosure.
The account classifications here encourage this procedure.
Accounts for such activities as food services, student
activities, community services and commercia-like
enterprises all should be included in the financial reports of
the LEA;

4 National Council on Governmental Accounting, Governmental
Accounting and Financial Reporting Principles, published by
Municipa Finance Officers Association, Chicago, Illinois, March 1979,
p.19.

3.  Smplified reporting is encouraged. GAFR encourages
using the minimum number of funds necessary for legal
and operational use. Only the minimum number of funds
consistent with legal and operating requirements should be
established, since unnecessary funds result in inflexibility,
undue complexity, and inefficient financial administration.
Many people think that LEA's aid financial statement
readers by consolidating funds and organizing the reports
better;

4. Financial reporting emphasizes the results of LEA
operations more than the resour ces applied. The account
code structure emphasizes program accounting and the
application of supporting services costs to the "products”
of the educational enterprise;

5. Theaccount classification systemisflexible: it meets the
needs of both small and large LEA's while retaining
comparability of reported data. The guidelines here
include a minimum list of accounts essential for Federal
reporting. They aso provide a variety of optional
classifications for LEA's interested in a more
comprehensive approach to financial accounting and
reporting;

6. The classification of accounts and the recommended
reporting structure remain in accordance with generally
accepted accounting principles.

The Financial Accounting Account
Classification Structure

This publication provides for classifying three basic types of
financia activity: revenues and other sources of funds; expenditures
and other uses of funds; and transactions affecting the balance sheet
only. For each type of transaction, the specific account code is made
up of a combination of classifications called dimensions. Each
dimension describes one way of classifying financial activity. The
dimensions applicable to each type of transaction are:

Revenues Expenditures Balance Sheet
Fund Fund Fund
Revenue Source Program Balance Sheet
Project/Reporting Function Account
Object

Project/Reporting
Level of Instruction
Operational Unit
Subject Matter

Job Classification
Special Cost Center


Financial Accounting Handbook
All of the terms under the headings REVENUES, EXPENDITURES,and BALANCE SHEET are links to appropriate places in the Handbook. However, due to space limitations, these links are invisible.


Figure 1.--Financial Accounting and the financial management system of the LEA

In this section, the purpose and uses of each of these dimensions are
described.

Expenditure Dimensions

Fund

A fund is afiscal and accounting entity with a self-balancing set of
accounts recording cash and other financial resources. It also contains
all related liabilities and residual equities or balances, or changes
therein.®

Funds are established to carry on specific activities or attain certain
objectives of an LEA according to special legislation, regulations, or
other restrictions.

5 National Council on Governmental Accounting, Governmental
Accounting and Financial Reporting, Statement 1, published by
Municipa Finance Officers Association, Chicago, Illinois, March 1979,
p.2.

Program

A program is a plan of activities and procedures designed to
accomplish a predetermined objective or set of objectives. This
dimension provides the LEA the framework for classifying
expenditures by program to determine cost. Using this dimension
allows certain support service costs to both the program and the
function to be classified concurrently.

Function

The function describes the activity for which a service or material
object is acquired. The functions of an LEA are classified into five
broad areas: Instruction Support Services, Operation of
Non-Instructional Services, Facilities Acquisition 